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the unit concerned, they will deliberately select the off season
as an accounting year which shows a good liquidity position.
The management can choose the accounting policies as
to the valuation of inventory, depreciation, provision for
gratuity and treatment of research and development. It can
deceive financial institutions by inflating the value of the
inventory in order to get funds from them. Likewise, it can
deceive share-holders by inflating the value of bad debts. The
above factors differ from unit to unit. Because of this a com.
parision of performance of different units become inaccurate.
Inspite of the above limitations, financial statements can
be used to assess the state of a firm by assuming that there is
a close correlation between its financial performance and
managerial effectiveness. If not, all forms of accounting
control and reporting systems will be useless. However,
the final accounts will reveal only the position of the firm
concerned but not the causes for its present state. Therefore,
the financial statements should be used by supplementing
information which will not be available in those statements,
to forecast the performance of the firm in future and prevent
industrial sickness by deriving early warning signals of sickness.
Limitations to the Financial Statements of Sample Firms
All the selected units prepare final accounts according
to the Companies Act and submit them to the APSSTDC. Even
then a few differences in accounting can be observed. It is
found that the accounting year is not uniform among all the
selected units. It differs from firm to firm. Likewise, unifor-
mity cannot be maintained regarding the depreciation value.
Some units follow straight line method whereas some employ
the written down value method for depreciating their fixed
assets.
In the case of a few firms, items such as salaries and
wages, carriages inward and outward are not treated sepa-
rately which affects the grouping of expenses into manufacturing,
administrative and sales expenses. Further, the rate of interest
on private loan money also differs from one to another. As
such, all the units do not bear strict comparision.